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Hingis T] Tihrary 


What Can Be Done about 
Rising Prices? 


Mr. Biovucu: The “Battle of In- 
lation Gap” is still being fought 
more than two years after the war. 
[his morning the newspapers head- 
ine the ten-point program to fight 
nflation presented by Senate Repub- 
icans. The Truman Administration’s 
xroposals to prevent more inflation 
‘re now before this special session of 
Congress. Are these not the same old 
sroposals which we have had before? 
8ut look at the mess we are in now. 
general inflation has infiltrated every- 
vhere. What were the mistakes which 
ve made? What can we learn from 
tur past defeats about inflation? 
Nhat can we do now about rising 
‘rices?* 


«The text of the Senate Republican 
Yolicy Committee statement on a cost-of- 
yving program, of December 13, declared: 
“We are deeply concerned over the 
ceadily rising prices. Already these prices 
yapose great hardship and suffering on 
aany families. We are equally concerned 
ecause so many individuals and groups 
ee seeking excessive gains. If the spiral 
pntinues, the ultimate adjustment may 
2 drastic, threatening a serious depres- 
yon. We must adopt immediately policies 
which will stabilize prices and encourage 
ae raising of lower incomes up to the new 
[ice'level. 

.-“Many committees of Congress under 
republican leadership have been studying 
sé-auses of rising prices and the sound 
bethods of preventing further increase. 
t particular, three subcommittees of the 
int Committee on the Economic Report 


4 
ea 
4 


* 


Schultz, in the light of this history 
of failure, where do you think we are 
now in the fight on inflation? 

Mr. Scuuttz: I would say that in- 
flation has become a political ideality, 


have held hearings in the East, Middle 
West, and Far West, and all committees 
have been meeting steadily since our re- 
turn three weeks ago. 

“The present condition, while growing 
out of the second World War, has assumed 
dangerous proportions because of the poli- 
cies of the Administration which has con- 
trolled this Government for the past fif- 
teen years—the policy of first restricting 
production, of devaluing the dollar, of 
deficit spending, of exporting unneces- 
sarily goods essential for our own econ- 
omy, and now of tremendous Government 
expense and corresponding taxation re- 
flected in the price of every product 
bought by 40,000,000 families. The Ad- 
ministration now seeks to impose controls 
on the effects of inflation while it con- 
tinues to encourage the conditions which 
cause inflation. 

“We believe that the sound approach 
is to strike at the fundamental causes of 
inflation rather than permit these causes 
to go on operating and then vainly at- 
tempt to prevent the inevitable results by 
arbitrary bureaucratic controls. Such con- 
trols have failed in time of peace to rem- 
edy the causes of inflation wherever they 
have been tried. Furthermore, the pri- 
mary solution is to increase production 
and, since this is a slow process, to curtail 
unnecessary spending in the meantime, 
particularly that brought about by credit 
expansion for nonproductive purposes. 
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and, therefore, something can be ac- 
complished in anti-inflationary pol- 
icies. 

We are not, however, in my judg- 
ment, focusing on the policies, nor 


“The program on which our commit- 
tees are now working may be stated in 
general terms as follows: 

“1, Encourage the increase of produc- 
tion as rapidly as feasible. 

“9, Eliminate nonessential Govern- 
ment expenses; and reduce debt and taxes. 

“3. Restrict exports, particularly to 
countries which have not suffered the dev- 
astation of war. This means an extension 
of the Export Control Act for another 
year. Legal power to restrict exports has 
existed for the past year, but deliberate 
Administration policy has permitted prac- 
tically unlimited export, so that $10,000,- 
000,000 of goods and services have left this 
country without any corresponding im- 
ports. This is one of the principal causes of 
the rise in prices. Most of these exports 
have gone to countries outside of Europe. 

“4, Discourage further increase of 
bank credit for nonproductive uses. The 
Administration has failed to use effective- 
ly the power which it has had to restrain 
bank credit. The Administration’s repre- 
sentatives are in disagreement today as to 
the method of carrying out the President’s 
recommendation. We must not act with- 
out the most careful consideration, par- 
ticularly since it affects the proper man- 
agement of our huge national debt. Our 
committees are still studying this prob- 
lem and will report at the regular session. 

“5. Discourage undue increase of con- 
sumer credit. 

“6. Support a voluntary program to 
eliminate waste in the use of grain and 


food: 

“7, Support a general program to en- 
courage all those in a position to do so to 
save more. 

“8, Authorize the President to enter 
into temporary voluntary agreements 
with industries to limit inventories and 


will we get focus until we take a loo 
and see where it was that we took th 
wrong turn on the road since the wa 
started. 

I think that we made some majo 


authorize priorities, so as to remove bot 
tlenecks in the production of vital com 
modities. If it appears that voluntary co 
trols are inadequate to meet specific prok 
lems, we will consider the granting of au 
thority to meet such particular problems 

“g. Extend rent control for anothe 
year, making such adjustments as are re 
quired to give just treatment to tenant 
and owners alike. 

“to. Give authority to the extent nec 
essary to prevent improper and excessiv. 
speculation on commodity exchanges. 

“Under the foregoing program, w 
shall attempt at this special session t 
pass the following legislation: 

“7. A bill (a) extending for anoth 
year the export control power; (4) extend 
ing for another year the control of tran: 
portation; (c) to permit temporary volur. 
tary agreements on inventories and prior’) 
ties. 

“9, An appropriation bill to provid 
funds where necessary to carry out recom 
mended programs. 

“The definite working-out of the fore 
going program will be done by the cor 
mittees of Congress which have initiate 
it under Republican leadership; and spe 
cific legislation dealing with phases of th 
general program which it has not bee 
possible to study completely will be cor 
sidered at the regular session. 

“The present Administration he 
failed to stimulate the initiative and othe 
elements of individual freedom whic 
have made our country the strongest, ov 
people the happiest and freest on the fac 
of the earth. We intend to do our best t 
give those principles of freedom anothe 
chance to operate for the greater benef 
of all, with only such restraints as th 
Government must impose to make ther 
operate wisely” (see New York Times, D 
cember 14, 1947). 
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nistakes, as your question implies, 
ind I would argue that we should 
earn from those mistakes. I do not 
vant to indulge, and I do not think 
hat we should indulge, in unneces- 
ary recriminations or try to cause 
eople to feel that they are to blame; 
yut it is the only way in which we can 
et to the point of sensing why we 
ave so grossly neglected what I 
vould call monetary policy. 


Mr. Biovucu: Do you think that 
ve can depend upon the Republican 
r+ Democratic programs of anti-in- 
lation measures which Congress is 
ow considering to put a stop to 
nore price rises ?? 


2 In President Truman’s message open- 
ng the special session of Congress on 
November 17, he said, in part: 

“In summary, the immediate anti- 
aflation program that I recommend calls 
or the following legislative action: 

“1, To restore consumer credit con- 
rols and to restrain the creation of infla- 
ionary bank credit. 

“9. To authorize the regulation of spec- 
lative trading on the commodity ex- 
hanges. 

“3. To extend and strengthen export 
ontrols. 

“4. To extend authority to allocate 
-ansportation facilities and equipment. 

“sc. To authorize measures which will 
duce the marketing of livestock and 
poultry at weights and grades that repre- 
ent the most efficient utilization of grain. 

“6. To enable the Department of Agri- 
ilture to expand its program of encour- 
sing conservation practices in this coun- 
y. and to authorize measures designed to 
crease the production of foods in foreign 
yan tries. 

£7. To authorize allocation and inven- 
ry: control of scarce commodities which 
isifally affect the cost of living or indus- 
ial production. 


£ 


Mr. FriepMAn: No, for they are, in 
the main, a repetition of policies 
which we have tried in the past and 
which have failed in the past. I would 
argue that what history teaches us is 
that we have neglected this field of 
controlling the amount of money in 
the country. The only really effective 
part of either of the programs is the 
proposal by Eccles, chairman of the 
Federal Reserve Board, to do some- 
thing on that level and to impose an 
additional reserve requirement. Un- 
fortunately, other members of the 
Administration are opposing it, but 
it is in that direction that we must 
take action if we are to be effective in 
stopping prices from rising.3 


“8. To extend and strengthen rent con- 
trol. 

“9. To authorize consumer rationing 
on products in short supply which basical- 
ly affect the cost of living. 

“to. To authorize price ceilings on 
products in short supply which basically 
affect the cost of living or industrial pro- 
duction, and to authorize such wage ceil- 
ings as are essential to maintain the neces- 
sary price ceilings... .” 


3 On November 25 Marriner S. Eccles, 
chairman of the Federal Reserve Board, 
presented to Congress a Federal Reserve 
Board program for controlling inflation. 
He asked that the Board be given author- 
ity to require all commercial banks to 
maintain a new “special reserve” as a 
means of reducing the current enlarged 
money supply. He also called for the main- 
tenance of high taxes, the tightening of 
credit available for housing, longer hours 
of work, strict economy in government, 
and the elimination of the agricultural 
price-support program unless price ceil- 
ings are reimposed. Mr. Eccles empha- 
sized that the Federal Reserve Board is an 
agency of Congress rather than of the 
President. He argued that five of Presi- 
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Mr. Biovucu: My position is that 
nothing effective will be done to stop 
inflation. It is now too late and too 
difficult. The political liability of 
hurting any large number of people 
outweights, it seems to me, the po- 
litical liability of rising prices. 

Mr. Scuurtz: There is an implicit 
assumption here that inflation is very 
bad. Let me put this question to both 
of you: Why not let inflation go on? 
Why not let it digest this expansion 
in money supply to which you re- 
ferred? Why not just let inflation go 


dent Truman’s ten anti-inflation pro- 
posals are curbs rather than cures—alloca- 
tions, price and wage ceilings, commodity- 
margin requirements, export and rent 
controls, and instalment-buying regula- 
tions. 

“Where they can be applied as a prac- 
tical matter and enforced, they can be 
useful,” he said, “but they do not go to 
the sources of the problem.” 

He said that the Board’s proposals 
seek “to deal with the causes rather than 
the effects of inflationary pressures.” He 
asked that all commercial banks be re- 
quired, as a temporary measure, to hold 
some percentage of their demand and 
time deposits, besides the present re- 
serves, in a special reserve in the form of 
short-term government securities or cash, 
cash items, interbank balances, or bal- 
ances with Federal Reserve banks. He 
proposed that a legal limitation of such 
requirements be an additional 25 per 
cent on demand deposits and Io per cent 
on time deposits. Administration of this 
plan, he suggested, should be by the Fed- 
eral Open Market Committee, comprised 
of the Federal Reserve Board and five 
presidents of Federal Reserve banks. He 
said that the main effect of the plan would 
be to reduce the availability of bank credit 
by putting restraint on the lenders. The 
banks, he said, would have the compensat- 
ing effect of increasing interest rates on 
private loans. 


on for another year or two, and it wil 
do the job? 

Mr. FriepMAN: It is something 
like the use of drugs in medicine. A 
physician will give a man a little 
morphine, and that is all right. Give 
him too much, and he becomes a drug 
addict. I think that the same thing is 
true here. We have gotten what good 
we could get out of inflation already! 
If we go on, we are sooner or later—} 
and perhaps sooner rather than} 
later—going to get to the point where 
we cannot stop it. A really out-and- 
out inflation is likely almost com- 
pletely to wreck our social and pos 
litical structure. 

Mr. Brovcu: Are you sure we areél 
not against inflation because we hap-| 
pen to be in one of those economic! 
groups with fixed incomes where in- 
flation can only harm us and cannot 
help us? 

Mr. Scuuttz: That is one reason! 
why I would put the question. a 
seems to me that we have to be aware 
of our own biases. By the very fact 
that we are in that kind of income 
structure we may have biases on this 
point. And I am not too impressed, 
Friedman, by waving the red flag for 
the future. What harm has inflation 
done to the American economy to: 
day? We have had a lot of it since the 
war started. ! 

Mr. FriepMan: That is a really 
hard question, because it is true that 
currently we are using all our re 
sources fully; currently we are pro- 
ducing a higher level of output of rea’ 
goods and services per person thar 
we ever had before. 

Mr. Scuuttz: Well? 

Mr. Biovucu: Well, some of the 
forces which gave rise to this large 
output are also the large forces which 
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ive rise to inflation. But, having 
iven us the large output, can they 
0 anything more for us? 


Mr. Scuuttz: We did not pay for 
he war by taxes, and now we are 
aying for it by depreciating the dol- 
ur—and particularly the dollars of 
aese who have fixed incomes against 
ebt and the government bonds 
hemselves. Why not let that go on 
nd have it be the way of paying for 
he war and let inflation run its 
ourse, if you please? You see, both 
f you, it seems to me, so far have 
ot convinced me that there is either 
arm on the income side or harm on 
he production side against the pres- 
nt distribution of the burden. 


Mr. Friepman: The thing is that 
irther inflation, we would agree, can 
o no good on the production side. It 
1ay do some harm. It cannot in- 
rease production beyond where we 
re now, because we are producing 
bout as much as we physically can. 
1 the second place, further inflation 
auses great difficulty to everybody 
ho has fixed incomes, who has fixed 
ivings. It distorts the economic 
‘ructure of our society. 


Mr. Brovcu: And I certainly can- 
ot agree with the idea that it is an 
quitable method of financing the 
ar to load the burden of it on those 
ho bought the war bonds and helped 
nance it through taking this debt 
om the public. If we would have 
1anced it through taxes, we could at 
ast have chosen the groups upon 
hich we want to put the burden. 


Mr. Scuuttrz: We do not want to 
»it through taxes. We do not want 
Increase taxes, and so we do it in 
eed : 6 
ig fashion. Are there inequities here 
mth are real and discernible, which 


i, 


you can identify, and about which 
one ought to be gravely concerned? 

Mr. Biovucu: In the inflations in 
other countries the answer has been 
that the middle classes have been very 
largely wiped out in some cases, and 
that has had extremely important ef- 
fects, politically and socially. 

Mr. Friepman: We ought, I 
think, to bring this back to earth, be- 
cause, to some extent, your question 
is going to sound to a lot of people 
like a rather foolish question. Every- 
body is against inflation. The thing 
about your question which, it seems 
to me, makes it important is that 
people really do have mixed motives 
about inflation. Everybody likes to 
see a rise in the prices of the things 
which he sells. Everybody dislikes a 
rise in the prices of the things which 
he buys. Everybody likes the income 
increases which he has gotten but 
thinks that that is only his just 
dessert. 

Mr. Bioven: That is right. I have 
never seen anybody who believed he 
contributed to inflation. 

Mr. Friepman: It is always the 
other fellow who does it, and that is 
what makes it so difficult to do any- 
thing about inflation. 

Mr. Scuuttz: Now you are 
getting to the motivation which rises 
as to what we do or do not do in terms 
of high policy. I was asking the gen- 
eral question of what damage it has 
done to the economy. What you 
have said to me, Friedman, impresses 
me—namely, that, since our re- 
sources are fully employed, we have 
no further gain from letting inflation 
run and in getting more resources 
employed. We just right a factor in 
prices as such. And Blough’s point is 
very valid, I think, that there are 


6 , 


some real inequities in the way in 
which inflation affects incomes in our 
society. 

Blough made the assertion, 
though, at the outset, that he felt 
that politically we were not yet 
aware of the harm or the cost of infla- 
tion and not really willing to stop it. 
And I made the assertion to the con- 
trary. It seems to me that, at least 
as I interpret, the concern on the po- 
litical level, both Republican and 
Democratic, is very real. They do 
want to do something about inflation, 
but they are going at it the wrong 
way. I mean that they are trying a 
lot of unimportant things in terms of 
what has been proposed by the Presi- 
dent to the ten points, about which 
we read this morning, which the Re- 
publicans suggest. You said the same 
thing, I think, Friedman, at the 
outset. 

Mr. FriepMan: Maybe we can 
get a look at that by going back a 
little, as you suggested before, and 
seeing what did happen. How did we 
get into the fix we are in now? 

Mr. Scuutrz: And should we not 
turn to Blough, because, Blough, you 


were in the strategic position during. 


the war in the Treasury? From the 
key position which you held, and 
looking back now to the beginning of 
the war and to 1940 or 1941, where 
would you say was the critical mis- 
take, or mistakes, which we made? 
Mr. Bioucu: It is because of what 
happened then that I am really quite 
pessimistic today. There was a time 
when surely it should have been pos- 
sible to bring to bear every social 
force to get taxes up—for example, to 
sufficient level to pay the greater part 
of the cost of the war and to hold 
down this inflationary pressure, 
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despite all the efforts which wer) 
used by the Administration, taxe} 


anybody in particular. I think that i» 
was more or less a general socioy 


war causes so many sacrifices thal) 
surely here, in one respect, in thi, 
financial, we ought to be able tr 


could have after the war. And the: 
result was that we simply did not gey 
the taxes to pay for the cost of th¢ 
war. q 


Mr. Friepman: And the conse? 


to get taxes meant that we financec 
the war by increasing the supply o} 
money. } 
Mr. Scuuttz: Yes. I concur with 
you, Blough. And, for the ~aot 
which Friedman points out, we paic: 
for 44 per cent of the cost of the wa’) 
by taxation. The rest of it we shovec) 
over and created a money supply 1 ir 
the way in which it is coming into the 
banking system. There is the mair, 
mistake which we made, in the senst. 
that we are now javolweda in this inflay 
tion. Could we have done more? ]} 
should say that one mistake whick 
caused us to take this road was the 
reliance on direct controls. 
Mr. Bioucu: We relied on direct 
controls perhaps because of the faci! 
that we were moving out of a defla. 
tionary psychology into an inflation. 
ary psychology. In the whole perioc 
of the thirties we were afraid of defla: 
tion, not of inflation; and it was no 
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until the fall of 1941 that the Treas- 
ury really began to be concerned 
about inflation. It was early in 
November, 1941, that Secretary 
Morgenthau presented an anti-infla- 
tionary tax program at an executive 
session of the Ways and Means Com- 
mittee, and absolutely nothing was 
done about it. 

Mr. FrrepMan: We have not lost 
that intellectual atmosphere yet, 
have we? Right now, the situation 
still is that people in general are 
afraid to take any chances at all of 
creating a depression, and they are 
nuch more willing to run chances of 
taving inflation. That is getting 
ahead of our story, though. 

Mr. Scuutrz: This is the whole 
ching. You see, what Blough was say- 
ing to me is that, when we came into 
che war, we said, “If we have any 
problem of prices, we will do what 
ve can by direct control. That is the 
dusiness of the direct control ad- 
ninistrations. The taxes are one 
-spect of public revenue only.” 

Mr. Brovucu: That is quite right. 
“Many of the members of the commit- 
ees held that position definitely. 
“hey believed that the way to stop 
nflation was through controls and 
hat taxes are for the purpose of rais- 
ag revenue. Of course, it was pointed 
ut, time and time again, to Congress 
hat, although we might get along 
hat way during the war, we were pil- 
ag up trouble for ourselves later on. 
Vhy we should now be suddenly sur- 
tised at inflation I do not know, be- 
ause it was practically inevitable 
-oin the way the thing was handled. 

TMr. FriepMAn: These direct con- 
cols which we used during the war 
sexe, of course, the control over 
rices, the direct rationing of goods, 


é. 
2 
+ 


and the allocation of goods to pro- 
ducers. These are the kinds of con- 
trol which are again coming into the 
fore in the proposals of the Republi- 
can and Democratic parties.4 


4The text of the Administration’s 
price-control bill which was presented to 
Congress on December 12 by Secretary of 
Labor Lewis B. Schwellenbach follows: 


STATUTORY STANDARDS 


“Section A.—The application of this 
act shall be limited to the following com- 
modities: 

“(1) Commodities— 

“A, Which basically affect the cost of 
living, and 

“B. Which are essential items, or 

“(2) Commodities— 

“Which are basic to the costs of agri- 
cultural and industrial production, or 

“(3) Commodities— 

“Which are essential to the effectua- 
tion of the foreign policy of the United 
States. 

“Section B.—A maximum price may 
be placed on a commodity only when— 

“(z) The commodity is found to be in 
short supply. In determining when any 
commodity shall be regarded as in short 
supply within the meaning of this section, 
consideration shall be given to the follow- 
ing factors: 

“A. The supply of the commodity is 
limited by the productive capacity of the 
industry producing it, or the availability 
of essential raw or other component mate- 
rials or (in the case of any agricultural 
commodity) by stocks on hand or in the 
prospect during the crop year in the 
United States or in other producing na- 
tions to which the United States exports 
or from which it imports such commodity 
in substantial quantities. 

“B. Shortages or unavailability of 
commodities at points of use or consump- 
tion. 

“C, The withholding from the market 
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Mr. Scuuttz: People do not have 
faith in them any more; and this is 
perhaps again one of the strong 
points in doing something on other 
grounds, like the monetary side. 
You see, I should argue that looking 
abroad now, looking to Canada and 
to Great Britain, and seeing that a 
suppressed inflation by good controls 
is still inflation and does a lot of 
harm is really affecting us. It is in- 
filtrating; and we do not have the 
confidence any more in direct con- 
trols which we might have had two 
years ago. There again is an illustra- 


by the producers of the commodity they 
produce. 

“D. Accumulation of unfilled orders 
and stocks in hands of producers, distribu- 
tors, or consumers. 

“E.. Sales outside normal channels of 
distribution at premium prices or at prices 
above listed prices. 

“F, Price increases since June, 1947 
(or such other month in the calendar year 
1947 which is found to be representative 
with respect to the purposes of this act), 
substantially in excess of increases in cost 
of production or substantially greater 
than the average price increases for the 
general class of commodities with which 
the product in short supply is comparable. 

“(2) The price of such commodity has 
risen unreasonably above the price pre- 
vailing in June, 1947 (or such other month 
in the calendar year 1947 which is found 
to be representative with respect to the 
purposes of this act). 


PRICE CEILINGS 

“Section A.— 

“(1) Any maximum price established 
under this act for a nonagricultural com- 
modity which has been determined to be 
in short supply in accordance with the 
preceding section shall be no lower than 
the highest price prevailing between June 
11 and June 18, 1947. 


tion of a mistake in that we were 
thinking that a suppressed inflation) 
avoids inflation, and, of course, it 
does not. 

Mr. FRIEDMAN: So, you would say. 
that one of the lessons which we coul 
draw from experience is that direc 
controls might conceal the symptoms) 
of inflation, but they do not really. 
eliminate its bad repercussions and 
effect. 

Mr. Biovucu: But I am not so sure; 
that we ought to accept the conclu- 
sion that we cannot and could not 
have expected at that time to elimi- 


“(2) If, in the case of any commodity, 
there are no prevailing prices during th 
period specified i in paragraph (1), or if the 
prevailing prices during such period are 
not generally representative because of 
abnormal or seasonal market conditions, 
the nearest comparable one-week period/ 
in which the prices for such commoditie 
were generally representative may be us 
for purposes of establishing maximum| 
prices for such commodity under para-| 
graph (1) above. | 

“(3) Notwithstanding the provisions of| 
paragraphs (1) and (2) above, a maximum| 
price lower than the highest price preva 
ing between June 11 and June 18, 1947; 
may be established if such a price is re/ 
quired to: 

“A. Make an allowance, in whole or in) 
part, for decreases in cost of production. 
transportation, or distribution; or { 

“B. Take account of declines in market. 
prices resulting from market activity but 
not specifically from any action taker 
under this section. 

“Section B.—In establishing a maxi 
mum price for any commodity higher al 
the price prevailing during the week a 
June 11-18, 1947 (or such other dates ag 
may be used pursuant to Paragraph [A 
(2] above), due consideration shall be 
given to the equities of producers, dis, 
tributors, and consumers.’ 
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ate some of the bad effects of this 
uppression of, as you say, inflation 
uring the war, because, at that time, 
he thirties were very strong in peo- 
je’s minds. The anticipation by a 
reat many people was that, when 
he war was over and this deficit 
pending was over, we would drop 
ight back into a period of unemploy- 
rent. And, for that time, then, this 
uppressed inflation of money would 
ctually be very helpful in maintain- 
1g the economy and would not cause 
n inflation. 

Mr. FriepMan: Whatever may 
e the merits of that position, would 
ou not agree that the lesson to draw 
; that, as things now stand, we can- 
ot count on direct controls to stop 
uflation? 

Mr. Scuuttz: Let me still stay 
ith the discussion of errors which we 
ave made. You see, I accept your 
onclusion in its basic implications, 
ut Blough has already intimated 
nother myth. We came to the end of 
ne war with the expectations of, and 
© prepared for, depression. We ex- 
ected much unemployment. We 
sought that it would be hard for the 
asiness concerns to make the transi- 
on. It was believed in government 
rcles; it was believed in labor cir- 
es; it was believed in business 
rcles; and farmers wanted to sup- 
ort prices because there was going 
be a big drop. It was going to come 
iddenly, we thought, and we took on 
lot of policies which were the wrong 
jlicies. They have also thrown fuel 
» the inflationary blaze. That really 
as one of the very serious mistakes 
nich we fell into as we came to the 
dof the war. 

Mr. Frrepman: And we did not 
teh onto it as being a mistake be- 


cause of another mistake which was 
a widespread belief that unlimited 
production would solve the problem. 
It was said that if we only waited a 
little while, we would see a flood of 
goods pouring out onto the markets 
and that this would bring down the 
prices. We have seen the flood of 
goods, but we have not seen it bring- 
ing down prices. 

Mr. Scuuttz: Blough, would you 
agree that even today, at this late 
hour, this belief, this doctrine, this 
myth of unlimited production, is still 
widespread? 

Mr. Bioucu: Anybody who reads 
the newspapers, as recently as this 
last week, will be convinced that it is 
widespread. 

Mr. FrrepMan: There are two 
reasons why it is a myth: The first 
is that we are now at the position 
where we cannot really increase total 
output very much more. Everybody 
is employed. All machines are work- 
ing. One man can increase his output, 


but only... 

Mr. ScHuLtz:... at the expense 
of somebody else. 

Mr. FRrRIEDMAN:...at the ex- 


pense of somebody else. 

Mr. Scuuttz: This is where the 
bankers are making a fatal mistake, 
I believe, in saying that they need to 
make production loans, because 
truly they do not face up to the fact 
that, no matter how good a certain 
man’s position is, he is still bidding 
up the factor for some other firm 
which is using those same factors. 

Mr. Friepmawn: He will try to in- 
crease output. If it succeeds, it will 
be because he has bid up prices and 
has gotten the resources, the labor 
and materials, from somebody else 
whose production will go down. 
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Mr. Bioucu: So what looks like 
a production loan is really a competi- 
tion loan, or an inflationary loan. 


Mr. FriepMan: One of the ways 
to put it, which may appear para- 
doxical, is to say that the most im- 
portant factor which is producing in- 
flation is the attempt by everybody 
to increase production. 


Mr. Scuutrtz: The point is (and 
I am just restating it) that from now 
on out aggregate production is not 
going to be increased appreciably, 
just a little. 


Mr. Bioucu: That does not mean, 
however, that over the long run it 
will not be increased, but not over the 
short run, with which this inflation is 
primarily concerned. 


Mr. Scuuttz: I want to point out 
another mistake which you may not 
accept in full, Blough. It is the belief 
or the faith which we have had in 
what I call a “‘fiscal’’ policy—namely, 
high taxes and a surplus in the budget 
as really being the instrumentality 
which would check and could check 
the inflation once we became aware 
of it. I would argue that the mistake 
has been of several sorts at that 
point. We thought that we could get 
taxes up high enough. Given our 
democracy and given the traditions 
of that democracy, we just cannot 
get them higher, apparently. The 
other is that we cannot get federal 
expenses down with a “cold” war on 
our hands. Despite that, we have had 
a budget surplus, and yet that budget 
surplus is not having much defla- 
tionary effect. Let us put it this way: 
It has not been sufficient. The infla- 
tion is running despite a very con- 
siderable surplus. All this causes me 
to say that there has been too much 


reliance on what I, in another sense 
call fiscal policy here. 

Mr. Buiovucu: The reliance wa 
probably on the faith in unlimitec 
production increase rather than o1 
fiscal policy. But it is quite true tha 
there are some people who had thc 
feeling that, once we got into a situa” 
tion where we had a budget surplu 
or a cash surplus in the Treasury— 
that is, taking in more than was paic 
out—at that moment, practicall 
we would move over into deflation’ 
and the inflation would be at an end 
Now, of course, we had _ sixteer 
years of deficits. I think that we 
would all agree that those cumula 
tive deficits did bring on the infla 
tion. The idea that you can have one 
year of surpluses and the inflation i: 
over, it seems to me, as you say, li 
too much faith. But I do not think 
very many people have that faith. 

Mr. FriepMan: Let me point ou 
that your argument, Blough anc 
Schultz, is a little bit contradictory 
and we have to straighten it out. f 
while ago you were saying that thi 
cause of our inflationary pressure wa: 
that we did not have high enougl 
taxes. Now you are blaming peopl 
on the score that they believe tha’ 
higher taxes will stop inflation. Real 
ly both of those positions are right 
and the resolution to what looks like 
a contradiction is this: the cure has te 
be adapted to the cause. During thi 
war the fundamental factor which 
was bringing on inflation was govern 
ment expenditures, and the cur 
should have been at that time finane 
ing a larger part of those out of taxes 
Right now the fundamental fore 
which is bringing on inflation is pri 
vate expenditures, not governmenta 
expenditures. 
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Mr. Scuuttz: I said, at the out- 
et, that, to get perspective on this 
hing, we have to go back and go over 
he road a bit, and we have done 
hat. The purpose of this trip back is 
o see why we have neglected mone- 
ary policy. It seems to me, to pull 
omether what the three of us have 
ust said and as Blough put it very 
veil, we chose not to pay for much of 
he war through taxes. That set the 
tage for this monetary or money 
upply increase which now devils us. 
Phen we relied on direct controls, and 
pon we saw that that was a sup- 
ressed inflation in which people 
zally succeeded and still did not get 
he inflation in hand. Then we came 
> the end of the war with the expec- 
ations and preparation for depres- 
-on, which was wrong—dead wrong, 
you see. And then we have moved 
ato this belief in unlimited produc- 
on. That made sense when we had a 
ot of unemployed resources during 
ae early part of the war, but it is 
nsense now. Then comes this fact 
f relying on fiscal policy in the nar- 
pw sense, as I have described it. 

Mr. Buioveu: In other words, high 
axes. 

Mr. Scuuttz: Yes, high taxes. 
that will not do the job. It is not 
aough. 

Now, I do come to you both to say 
aat we have neglected monetary 
alicy. What are the essentials of 
onetary policy to get a hold on this 
flationary situation in the United 
tates? 

Mir. FriepMAN: The essential ele- 
sent is that we should use all the 
iwers possessed by the Federal Re- 
-rye Board and by the Treasury to 
rerent the total amount of money 
yotA increasing. 


Mr. Bioucu: What do you mean 
by “money”’ there? 


Mr. FriepMan: The cash which 
people carry around in their pockets 
and the deposits which they have in 
banks—the sum of those things if we 
add those together. We have to pre- 
vent the total amount of money from 
rising any higher. 

Mr. Bioucu: What makes it rise 
under present circumstances? We 
have a budget surplus. 


Mr. FriepMan: It now rises be- 
cause people come to the banks and 
want to borrow money, and the 
banks are in a position where they 
can lend the money. When they lend 
the money, that goes to increase the 
total amount of money in the econ- 
omy. 

Mr. Briovucu: Can the Federal 
Reserve System not just say, ““Don’t 
lend the money,” and that will be the 
end of it? 


Mr. FriepMan: The Federal Re- 
serve System could. The trouble is 
that the Federal Reserve System and 
the Treasury have been trying to 
obey two masters. On the one hand, 
they have been trying to keep the 
volume of money from rising. On the 
other hand, they have also been try- 
ing to prevent the price of govern- 
ment bonds from falling. Now it 
turns out that we cannot really do 
both those things at once. 

Mr. Scuuttz: You are getting 
ahead of us in a sense. The reason for 
this neglect of monetary policy is that 
intellectually we are unprepared for 
it. That is, the great bulk of our 
leadership, from political to the lay 
circles, simply does not understand 
it. And those who have a vested in- 
terest, many in the banking circles, do 
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not want us to understand how these 
things operate. 

We cannot today really go into all 
the complicated mechanisms of the 
way the money supply actually af- 
fects the economy, but I wonder if 
we can pull out of this thing one or 
two or three of the policy techniques 
which are involved. Let me go back 
to the testimony in Washington in 
the case of Eccles and others. Does 
that not really call for: (1) a higher 
reserve requirement; (2) an unpeg- 
ging of the bond market; and 
(3), which is implicit in the second, 
higher interest rates? Is that not the 
way, and the only way, in combina- 
tion that one now gets control of this 
excess money supply? 

Mr. FriepMan: Those three ele- 
ments in combination would enable 
us to do it. I do not think that they 
are the only way. It seems to me that 
priority goes to the one point you 
mentioned—letting the bond market 
go. It is because of the attempt to 
support the bond market that the 
Federal Reserve System has not been 
successful in keeping the volume of 
money from rising. The purpose of 
the other proposals, which I would 
support, is really, I think, not so 
much to keep the volume of money 
down but rather to enable the 
Treasury and the Federal Reserve to 
come closer to satisfying both objec- 
tives at once. 

Mr. Brovcu: In regard to letting 
the bond market slide, after all, the 
bond market slid way down after the 
last war to about 82. We have not got- 
ten entirely over the political reper- 
cussions from that, and here is the 
Secretary of the Treasury who has 
two hundred and fifty-seven billion 
dollars’ worth of debt to keep float- 


ing. Here are the taxpayers wantin 
lower taxes. If you let the bon 
market slide, that means the govern 
ment has to pay higher interest rate 
when it refunds its securities. : 
Mr. Scuuttz: What Friedma: 
says and what you say make it all th 
more important to get these two ob) 
jectives on the table and to under) 
stand them. Where the two objec| 
tives are in conflict we have to decid} 
which objective has a priority in 
period of this sort, since they are bot 
very important objectives, because} 
as we move into monetary policy, w 
get bedeviled by the fact that ther 
are two objectives—dual. Right? | 
Mr. Friepman: I would want t: 
qualify that. I personally do not hav 
this great interest in the objective o) 
maintaining the government bon« 
prices high. But I would recogniz; 
that a great many people do. And i) 
seems to me that it would be possibl} 
to maintain the bond market in th: 
main and also to move against th. 
volume of money if we were to impos), 
very substantially increased reserv} 
requirements on banks. I think tha, 
we would have to go far beyond wha 
Eccles has proposed and make it no. 
a 25 per cent additional reserve re’ 
quirement but a 50 per cent sai 
tional reserve requirement. i 
Mr. Broven: In any event, if w) 
are going to move into this field C) 
stopping the increase of the volum# 
of money, we are going to have to di 
it pretty carefully and cautiously. Ij 
would be quite possible to move it 
very vigorously and perhaps throv 
the economy into a tailspin. : 
Mr. Friepan: It is very seldon| 
that one can make an omelet withou) 
breaking some eggs. We cannot reall: 
guarantee to stop inflation and at th’ 
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same time not harm anybody and not 
‘ake any chances of a depression. If 
we really are seriously interested in 
stopping inflation, we have to recog- 
uize that we have to take chances to 
lo it. 

Mr. Scuutrz: Without again get- 
ing into the many implications 
vhich are involved, we have, it seems 
o me, established this much: That it 
s in the monetary power that we 
aave power which has not been used. 
Ne try to use this power against in- 
lation. We find that there is another 
rbjective that shows up, and it also 
tands very high in our present gov- 
‘ment policy. This is a clash be- 
‘ween Snyder, I suppose, and Eccles, 
n a sense. 

I also distil from the area which 
ve have covered that one can go some 
listance in still achieving both ob- 
ectives—namely, by getting higher 
eserves, or a secondary reserve—and 
‘riedman says that it is much higher 
ven than Eccles is asking. Would 
‘ou go that far, Blough? 

Mr. Briovucu: I would certainly 
o that far; and I would be willing to 
0 this far in addition—that the bond 
narket could be allowed to slide off, 
trengthening it, tightening it, but 
eeping things very much under con- 
rol. 

Mr. FriepMan: The difficulty in 
oing along this road, as I take it you 
vould agree, is that this problem of 
1oney control is a very highly tech- 
ical subject in which a particular 
roup, namely, the banks, have a 
‘rehg vested interest; that they can 
ting strong and concerted pressure 


to bear against such proposals; and 
that there is no strong and concerted 
pressure that can be brought to bear 
in favor of them. 

Mr. Scuutrtz: The mere fact that 
they are so technical and are not un- 
derstood and the mere fact that they 
have not been discussed, you see, and 
have been, again in our terms, neg- 
lected, we come into this kind of an 
impasse. They are now suggested by 
Eccles and others, and really nobody 
understands them. That is really the 
heart of the problem as I see it. 

Mr. Frrepman: And there is prob- 
ably nothing which is so important 
at the present time in that they 
should be understood, because this is 
the one way in which we can be both 
effective and harm the fewest people. 

Mr. Brioucu: I suppose that we 
would not, because of our belief that 
we now need to do something about 
the amount of money, thereby say 
that we should not continue high 
taxes and continue other methods 
which seem to have a promise. 

We can say that, as a result of our 
discussion, we have agreed that stop- 
ping inflation isvery difficult, asevery- 
body knows. And, to do it, someone 
must be hurt. The one method which 
we have not tried and which ought to 
be tried now and which is not in- 
cluded in either the Democratic or 
the Republican program is to prevent 
the increase in the amount of money. 
And we have seen that the difficulty, 
to a considerable extent, is that this 
is such a technical problem that it is 
not understood by the great mass of 
people. 
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